e,

e
€020 ¥y |
(3883004

= =y
T

_
_

sy

SO0 7 € e

_ ORI GotrE,

—

T0b610€0-

LT




2002 Performance Highlights

s Acquired over $350 million in high quality real estate, a 28% increase in our real estate portfolio

« Total revenue, diluted earnings per share and adjusted funds from operations per share increased 21%, 19%
and 13%, respectively, over the prior year

-

—Provided-sharehotders-a-totat-return-in-excess-of-27%for2002

« 20 consecutive quarterly dividend increases with a 24% return of capital for 2002 dividends paid
» 100% occupancy with no rental payment defaults since inception

« Weighted average remaining lease term of our real estate portfolio of nearly 12 years

COMPANY PROFILE Capital Automotive is the nation’s leading specialty finance company focused solely on automotive retail real estate. We are dedicated to providing
shareholders with stable cash flow and returns through quarterly dividends and prudent growth. The Company’s dividend distributions are supported by the cash flows of
our 292 properties, which are leased to some of the most experienced, multi-franchised automotive retailers in the country. Our primary strategy is to purchase real estate
and at the same time enter into long-term, triple-net leases with operators of franchised automobile dealerships and motor vehicle service, repair or parts businesses, used

vehicle businesses and other related businesses. Our tenants are responsible for substan all expenses associated with the properties and are generally public auto

retailers or large, multi-generational family businesses.
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0%

E S&P 500] NAREIT | CARS

Compounded Annual Total Return
from February 13,1998

{CARS Initial Public Offering Date}

to December 31, 2002

m_d 9.52%

3.60%"

*Compounded annual total return
calculated from 2/27/98 to 12/31/02.

Source: Bloomberg

DEAR FELLOW SHAREHOLDERS:

2002 was another tremendous year for Capital Automotive
and our shareholders. Our tenants continue to perform very well,
despite a weaker economy. We are pleased again to report that
we have not incurred a single rental payment default from any of
our tenants since our inception, and our portfolio continues to be
100% occupied. In addition to maintaining the high credit
quality of our portfolio, the Company had an exceptional year in
terms of transactions, acquiring in excess of $350 million
of high-quality automotive real estate and completing a $325
million debt securitization in the capital markets. The Company
also achieved record revenues, adjusted funds from operations
(funds from operations—the most common operating measure

to substantially match-fund our long-term leases with long-term
debt, thereby minimizing interest rate risk and locking in our
investment spreads during the initial term of our leases. We have
employed modest leverage relarive to the high quality of our real
estate and the credit worthiness of our tenants. Our leverage is cur-
rently at approximately 54% debt to total market capitalization.

We have been consistent in articulating the significant difference
between the economics of automotive retailers and vehicle manu-
facturers. The past 18 months have highlighted this difference
and illustrated the resilience of the auto retailers’ business. In
the aftermath of the September 11, 2001 tragedy, the war in
Afghanistan, ongoing terrorist threats, and a worldwide reces-

— for-REITs—less-straight-lined—rents);—and—dividends—paid-to

shareholders. We have now achieved twenty consecutive quarters
of growth in each of those categories—in fact, dividends have
grown by more than 80% from 1998, our first year as a public
company, to 2002. Increasing our dividend each quarter, coupled
with the non-taxable return of capital of 24% of dividends paid
in 2002, is tangible proof of our ability to create value for our
shareholders. Capital Automotive provided shareholders with a
total return, share price appreciation plus dividends, in excess of
27% for 2002 and a compounded annual total return of nearly
20% since our initial public offering in February 1998.

OUR STRATEGY

Capital Automotive invests in well-located, highly desirable
retail automotive properties and, at the same time, enters into
long-term, triple-net leases, usually fifteen years in length. Our
underlying business strategy is not only simple, it has remained
unchanged since our inception. Qur tenants are generally public
auto retailers or multi-generational family businesses, with long
histories of producing operating profitability in all economic
environments. We have and will continue to apply stringent
underwriting criteria to our current and prospective tenants, as
well as our real estate.

Qur primary goal has always been to generate long-term,
predictable, stable cash flow for our shareholders. Our corporate
plan combines maximizing the efficiency of the Company’s
capital while minimizing interest rate risk. We intend to continue

sion, auto retailers have exhibited solid performance. The signifi-
cant incentives, including zero percent financing, offered by the
domestic vehicle manufacturers have stimulated new vchicle
sales. As a result, used vehicle prices have declined, making them
an incredible value for the consumer, which drove used car sales
to a record volume in 2002. Little, if any, of the cost of zero
percent financing and other incentives are borne by the dealer.
Although the cost of these incentives to the manufacturers has
been enormous, their significant fixed-cost structure motivates
them to maintain production and to seek greater market share.
Manufacturers have tremendous fixed costs in the form of plant
and equipment, union contracts, retiree costs and new vehicle
launch costs. On the other hand, dealers benefit from a variable
cost structure that aligns costs with revenues. A dealer’s primary
costs are sales commissions, advertising and inventory costs. We
do not foresee a change in the automotive business that would
alter these economics. The dealer’s stability is supported by
brand diversity and multiple revenue sources, including used
vehicle sales, parts and service, finance and insurance, as well as
new car sales.

OUR FUTURE

The future remains very bright for Capital Automotive. The con-
solidation of the automotive retail industry is still in its infancy.
Based on the most recent published information, in terms of
total new vehicle sales volume, the seven publicly traded auto
retailers and the “Top 100” dealership groups only accounted for
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DON MASSEY CADILLAC, PLYMOUTH, MI

Don Massey Cadillac, which is operated by Sonic Automotive, Inc., is
located in Plymouth, Michigan, a suburb of Detroit, and is the largest

Cadillac dealership in the country based on unit sales. Encompassing over

13 acres and 72,000 square feet of improvements, it is located near the

o \o 20 consecutive increases in quarterly dividends with dividend growth

of more than 80% since 1998, our first year as a public company.

intersection of Ann Arbor Road and 1-275.

Average Dealer Profitability as Compared to
the Three Largest Automobile Manufacturers

Historical Pre-Tax Margins

2 7 <

1981 1986 1991

CJBig3 MM Auto Retailers
Source: National Automobile Dealers Association—NADA

1996

2001

our investment criteria of being operated by
large, multi-site, multi-franchised automobile
dealer groups with extensive operating his-
tories. Many large scale, publicly traded,
and privately held dealer groups own and
operate in excess of $100 million of real
estate. We have and will continue to pursue

opportunities with these groups.

THE AUTOMOTIVE RETAIL BUSINESS

The stability of the automotive retail indus-
try is vastly different from the nv\n:nm_.:mgao
of the automobile manufacturing business.
The dealership business is a high-volume,
low-margin, stable business with a high per-
centage of variable expenses. History illus-
trates that during economic slowdowns,
manufacturers’ strikes or changes in con-
sumer product preferences, dealers are able
to quickly reduce operating expenses and
maintain stable cash flows. Dealers can shift

their emphasis from new car sales to alterna-

tive revenue and profit centers, such as used
vehicles, finance and insurance sales, or
parts and service. Automobile manufactur-
ing, by contrast, is a very high fixed-cost
business where large volumes are essential
for profitability. As witnessed during the
past two years, manufacturers provided sub-
stantial incentives in the form of low or zero
percent financing and cash rebates to the
consumer in order to drive sales volume.
These incentives, though detrimental to a
manufacturer’s profitability, are necessary to
maintain plant volumes and to sustain the
manufacturer’s retail distribution channel.
The incentives from the manufacturers have

little, if any, cost for the automotive retailer.

STATE FRANGHISE LAWS AND
MANUFACTURER AGREEMENTS

Unlike many other retailing sectors, automo-

tive retailers’ sales territories are governed

by state franchise laws and protected by
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Our cash flows are supported

vehicle warranties, increased complexity of
vehicles, and higher volume of vehicles on
the road, should ensure that parts and serv-
ice departments will continue to be primary
dealership profit centers. In fact, franchised
dealers achieve approximately 48% gross
margins in their parts and service opera-
tions. The used vehicle industry has exhib-
ited more stability as compared to that of
new vehicles. Franchised dealers currently
have an approximately 40% share of the used
vehicle sales market. With the increased pen-
etration of manufacturers’ certified used car
programs as well as high-quality trade-ins,
franchised dealers continue to benefit from

this important source of revenue. This mix

CARMAX, ROSEVILLE, CA

CarMax Auto Superstore, focated in Roseville, California, encompasses

over 13 acres and nearly 50,000 square feet of improvements. The property
is located adjacent to the Roseville Automall, which houses 19 new
vehicle franchises. The facility is located 11 miles from Sacramento,

California and is the largest retailer of used vehicles in the area.

of our tenants exceeding 3.75 times the amount of their rent.

in profitability sources should continue to
improve the stability of our tenants’ operat-
ing cash flows and thus their ability to make

rental payments in all economic conditions.

Most auto retailers agree that the disparity
in profitability between brands has never
been greater. Consumer preferences and
perceptions may not always align with a
manufacturer’s product offerings. Larger,
more experienced dealer groups, like the
ones in our portfolio, understand that brand

diversity is necessary to sustain Eoma_&:cm

motive brands gaining or losing market

share. Large retailers generally have a mix

by experienced, large automotive retailers with the weighted average operating cash flow

of franchises at various price points that
include both import and domestic name-
plates. Our portfolio contains significant
brand diversification, which is reflective of

our successful tenants.

AUTOMOTIVE RETAIL REAL ESTATE

Qur real estate is typically located in high-
quality commercial areas with good visibility
and high traffic volume. Under the franchise
laws, automotive dealerships have exclusive
geographic areas for their brand of vehicles.
In most major metropolitan areas, zoning
for dealeiships is difficult to obtain, which
potentially lengthens the useful life of our

locations. Our real estate is primarily located
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CAPITAL AUTOMOTIVE REIT FRANCHISES

MOMENTUM JAGUAR,
PORSCHE, VOLVO, BMW AND MINI
HOUSTON, TX

AGURA  AM GENERAL ASTON MARTIN AUDI BENTLEY BMW BUICK CADILLAC CHEVROLET CHRYSLER DODGE

FERRARI FORD GMC HONDA HYUNDAI INFINITI ISUZU JAGUAR JEEP KIA LAND ROVER LEXUS

LINCOLN-MERCURY LOTUS MASERATI MAZDA MERCEDES-BENZ MINI  MITSUBISHI NISSAN OLDSMOBILE

PONTIAC PORSCHE ROLLS-ROYCE SAAB SATURN SUBARU SUZUKI TOYOTA VOLKSWAGEN VOLVO

LONE STAR FORD
HOUSTON, TX

HONDA AND VOLVO OF
SANTA MONICA
SANTA MONICA, CA
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

The following selected financial information and discussion should be read in
conjunction with the Consolidated Financial Statements and Notes thereto
included in this Annual Report.

Selected Financial Information
For the Years Ended December 31,

(1) Minority interest represents income attributable to the units of the Partnership owned by limited
partners (other than us) of the Partnership.

(2) Beginning in 2002, Statement of Financial Accounting Standards, commonly referred to as SFAS,
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” requires that gains and
losses from dispositions of properties and all operating earnings from these properties be reported as
“discontinued operations.” This also requires that all past earnings applicable to a property disposed
of on or after January 1, 2002 be reported as “discontinued operations.” As a result, previously
reported “income from continuing operations” will be updated each time a property is sold. This
requirement is for presentation only and has no impact on net income. During the third quarter of
2002, we sold three properties and received net proceeds of $7.5 million resulting in a combined
gain of $291,000. The earnings generated from these properties have been reported as “discontinued
operations” in accordance with SFAS No. 144 and are presented net of minority interest.

(3) During the third quarter of 2001, we converted the interest rate on $150 million of debt from fixed
rate to variable rate. The conversion of the interest rate on the debt resulted in a significant modifi-
cation of the debt. In accordance with accounting principles generally accepted in the United States,
commonly referred to as GAAP, the significant modification should be treated as an extinguishment
of debt. As a result, we wrote off the remaining deferred loan fees relating to the debt and classified
the write-off as an extraordinary item.

(4) Funds from Operations, commonly referred to as FFO, and Adjusted FFO, which we refer 1o as

(In Thousands, Except Per Share Data) 2001 2000 1999 1998
Operating Data: '
Total revenues $ 142,435 $ 117,481 $ 102,303 $ 75,873 § 34,931
Depreciation and amortization

expense $ 26329 1§ 21392 § 17,565 $ 15347 § 6,304
General and administrative expense | $ 8,475 | § 7114 $§ 6592 § 6781 § 5487
Interest expense $ 50427 | § 46,091 § 42,172 § 24541 § 2254
Income from continuing operations

before minority interest and

extraordinary item $ 56,939 | § 42884 § 35974 §29204 § 20,886
Minority interest!) §  (13,442) 1§ (11;122) §(10;280) § (7,473 $7(4.;395)
Income from continuing operations

before extraordinary item $ 43497 | § 31,762 § 25694 § 21,731 $ 16,491
Total income from discontinued

operations(?) $ 332 1§ 4§ 18§ —  $ —
Income before extraordinary item $ 43,829 1§ 31,93 § 25812 $ 21,731  $ 16,49
Extraordinary item—

extinguishment of debt (3 $ — 1 % (526) § — 3 — 5 —
Net income § 43,829 $ 31,377 $ 25,812 $ 21,731 $ 16,491
Weighted average number

of common shares

outstanding—dituted 28,589 24,450 21,113 21,629 20,978
Diluted earnings per share:
Income from continuing operations

before extraordinary item $ 154 | § 131§ 122§ 101 $§ 079
Income before extraordinary item $ 155 | § 132§ 122§ 101 § 079
Net income $ 155 1§ 130 $ 122§ 101 § 079
Other Data:
Funds from operationst) $ 83427 | $ 64333 § 53455  § 44205 § 27,047
Adjusted funds from operations® | § 78343 | § 60906 § 51,09 $ 43243 § 27,047
Weighted average number of

common shares and units

outstanding—diluted 37,096 32,726 29,476 28,796 26,228
Annual dividend per sharelS} $ 1.60 | $ 155 § 1.50 § 138 § 0.876
Properties owned at end of period 292 260 244 230 120

T As of December 31,

(In Thousands) 2002 2001 2000 1999 1998
Balance Sheet Data:
Real estate before accumulated

depreciation $1,574,153 | $1,229,694  $1,037,870  $935,525  $511,132
Total assets 1,542,470 1,199,700 1,021,589 942,559 583,211
Mortgage debt 898,733 637,656 571,519 501,510 161,997
Borrowings under credit facilities 111,096 63,508 14,200 — —
Total other liabilities 35,970 21,630 30,109 26,066 18,659
Minority interest 116,048 110,885 115,728 115,384 93,898
Total shareholders’ equity 380,623 366,021 290,033 299,599 308,657

AFFO, are non-GAAP financial measures. For definitions of FFO and AFFO, and a reconciliation of
FFO and AFFO to their most directly comparable GAAP measure, income (loss) from continuing
operations before minority interest and extraordinary item, see “Funds from Operations” below.

($) 2002 annual dividend represents first, second and third quarter dividends totaling $1.1935 declared
during 2002 and fourth quarter dividend totaling $0.4065 declared on January 21, 2003. 2001
annual dividend represents first, second and third quarter dividends totaling $1.161 declared during
2001 and fourth quarter dividend totaling $0.389 declared on January 22, 2002.

Overview

Our primary business strategy is to purchase real estate (land, buildings and other
improvements), which we simultaneously lease to operators of franchised automo-
bile dealerships and motor vehicle service, repair or parts businesses, used vehicle
businesses and other related businesses under long-term, triple-net leases. We focus
on leasing properties to dealer groups that have a long history of operating multi-
site, multi-franchised dealerships, generally targeting the largest dealer groups in
terms of revenues in the largest major metropolitan areas in the U.S. in terms of
population. In addition, we provide facility improvement and expansion funding,
construction financing and takeout commitments to our existing tenants in certain
circumstances. As of December 31, 2002, we had invested nearly $1.6 billion in
292 properties located in 28 states (Alabama, Arizona, California, Colorado,
Connecticut, Florida, Georgia, Idaho, Illinois, Indiana, Louisiana, Maryland,
Michigan, Missouri, Nevada, New Jersey, New Mexico, New York, North Carolina,
Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, Tennessee, Texas, Utah
and Virginia), comprising approximately 2,076 acres of land and containing
approximately 11.9 million square feet of buildings and improvements. Our tenants
operate 412 motor vehicle franchises on our properties, representing approximately
45 brands of motor vehicles, which include all of the top selling brands in the U.S.

Substantially all of our properties are leased pursuant to long-term, triple-net leases,
under which the tenants typically pay all operating expenses of a property, includ-
ing, but not limited to, all real estate taxes, assessments and other government
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

2 to our consolidated financial statements. Management believes the following
are the critical accounting policies used in the preparation of our consolidated
financial statements.

Real Estate Assets—Impairment Assessment

We periodically assess our real estate assets for possible permanent impairment
when certain events or changes in circumstances indicate that the carrying amount
of real estate may not be recoverable. Management considers current market con-
ditions and tenant credit analysis in determining whether the recoverability of the
carrying amount of an asset should be assessed. When an assessment is warranted,
management determines if it is probable that the sum of the expected undiscounted
future cash flows is less than the carrying amount of the property being assessed. If
the undiscounted future cash flows are less than the carrying amount, then an
impairment loss would be recognized equal to the amount of the difference
between the fair value of the property and its carrying amount.

leases. Rental income attributable to the majority of our leases is fixed by the lease
agreement. However, under our variable rate lease program, monthly base rent is
calculated based on a spread over an applicable index, typically LIBOR. The vast
majority of our variable rate lease agreements contain minimum lease rates and
fixed rate conversion features, and none of these leases contains a maximum rate.

Our leases typically provide for upward periodic adjustments in base rent due
from our tenants, usually based on a factor of the change in the consumer price
index, commonly referred to as CPIL. Certain of our leases also provide for fixed
minimum and/or maximum periodic adjustments during the initial lease term, gen-
erally based on a fixed percentage of the base rent. We straight-line the fixed min-
imum escalator rental income over the initial lease term. Any rent adjustments above
the fixed minimum escalators are recorded as revenue in the period they are due
from the tenants.

Real Estate Assets—Estimated Useful Lives and Allocation of Purchase Price

We depreciate our real estate assets using the straight-line method over their esti-
mated useful lives. Our buildings and improvements are currently being depreci-
ated over 20 to 40 years. The useful lives of the properties are assigned based on
the third party appraisals and/or structural reviews that are prepared for each
property we acquire. The purchase price of our properties is allocated to land and
building in accordance with the respective appraised values.

Derivatives

We have used and may continue to use interest rate swap arrangements to minimize
interest rate risk. We do not enter into interest rate swap arrangements for trading
purposes. Swaps we have entered into with third parties, were documented as cash
flow hedges and designated as highly effective at inception of the swap agreements,
therefore, in accordance with GAAP, the unrealized gain or loss upon measuring the
swaps at their fair value is recorded as a component of accumulated other compre-
hensive income (loss) within shareholders’ equity on our consolidated balance
sheets. The fair value of the swaps is recorded as either a derivative instrument asset
or a derivative instrument liability on our consolidated balance sheets. We intend to
meet the conditions for hedge accounting, however, if a particular interest rate swap
does not qualify as highly effective, the change in the fair value of the derivatives
used as hedges would be reflected in the Consolidated Statements of Operations.

Rental Revenue Recognition

We lease our real estate pursuant to long-term, triple-net leases, under which the
tenants typically pay all operating expenses of a property, including, but not lim-
ited to, all real estate taxes, assessments and other government charges, insurance,
utilities, repairs and maintenance. All leases are accounted for as operating leases.
Rental income attributable to the leases is recorded monthly when due from ten-
ants and is recognized on a straight-line basis over the initial terms of the related

Capitalized-Leasing Costs
Certain nitial direct costs incurred by us in negotiating and consummating a suc-
cessful lease are capitalized and generally amortized over the initial base term of
the lease. Capitalized leasing costs include employee compensation and payroll-
related fringe benefits directly related to time spent performing leasing-related
activities. These activities include evaluating the prospective tenant’s financial
condition, evaluating and recording guarantees, collateral and other security
arrangements, negotiating lease terms, preparing lease documents and closing the
transaction.

Results of Operations
Comparison of 2002 to 2001

Revenue

Rental. Rental revenue for the year ended December 31, 2002 increased 21%
to $141.6 million, as compared to $117.0 million for 2001, The increase was
primarily attributable to:

* the growth of our real estate portfolio, the timing of our property acquisi-
tions and whether or not our leases have fixed minimum escalators, from
which we generate our rental income. We owned 292 properties as of
December 31, 2002, versus 260 properties as of December 31, 2001,
although three of the properties owned as of December 31, 2001 were
sold during 2002 and reclassified from rental revenue to discontinued
operations as discussed under “—Discontinued Operations” below;

¢ throughout 2002, we converted the leases on approximately $99 million
of properties leased to several tenants from variable rate to fixed rate,
resulting in an increase in rental revenue. Other terms of the leases, includ-
ing lease escalators, remained unchanged; and
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

Modification of Debt. On June 28, 2002, we issued $325 million in four classes of
Triple Net Lease Mortgage Notes, Series 2002, which we refer to as the Notes, as
further described in “Liguidity and Capital Resources—Mortgage Debt and
Revolving Credit Facilities” below. The transaction reflects approximately $152
million of new debt issued in classes under current market terms and a restructur-
ing of a securitization completed in 1999 that had a remaining balance of approx-
imately $173 million, which we refer to as the Modified Debt. The certificates
representing the Modified Debt have economic terms equivalent to the prior trans-
action. Because the terms of the Modified Debt were virtually identical to the
original debt, it did not result in a “significant modification” of debt for GAAP
purposes. Therefore, in accordance with GAAP, third-party costs totaling
$265,000 incurred in connection with the Modified Debt were expensed during

the second quarter of 2002. There were no such expenses incurred during the year
ended December 31, 2001.

* the issuance of approximately $152 million of fixed rate debt on June 28,
2002, of which a portion was used to pay down borrowings on our
short-term credit facilities, as noted in “Liguidity and Capital Resources—
Mortgage Debt and Revolving Credit Facilities” below.

Discontinued Operations

Beginning in 2002, Statement of Financial Accounting Standards, commonly
referred to as SFAS, No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets,” requires that gains and losses from dispositions of properties
and all operating earnings from these properties be reported as “discontinued
operations.” This also requires that all past earnings applicable to a property dis-
posed of on or after January 1, 2002 be reported as “discontinued operations.” As
a result, previously reported “income from continuing operations” will be updated
each time a property is sold. This requirement is for presentation only and has no
impact on net income. During the third quarter of 2002, we sold three properties

~InteresiInterest expense for the year ended December 31, 2002 increased 9% to

$50.4 million from $46.1 million for 2001. Since December 31, 2001, our overall
debt increased from approximately $701.2 million (consisting of approximately
$320.4 million of fixed rate and approximately $380.8 million of variable rate
debt) to approximately $1.0 billion (consisting of approximately $593.9 million of
fixed rate and approximately $415.9 million of variable rate debt) as of December
31, 2002, which debt was primarily obtained to directly or indirectly finance the
acquisition of properties during the year.

Although our overall debt had increased since December 31, 2001, our interest
expense did not increase proportionately due to the mix of variable rate debt to
total debt and the reduction of interest rates during the year. The effective interest
rate on our debt, which includes deferred loan fees amortized over the life of the
loans, decreased from 7.36% for the year ended December 31, 2001 to 6.37% for
the year ended December 31, 2002. The decreases were partially offset by:

» the conversion of $58.3 million of variable rate debt to fixed rate debt
during the first quarter of 2002 through the execution of interest rate
swap arrangements with a third party. The interest rate swap arrange-
ments were executed in conjunction with our conversion of the leases on
approximately $71.2 million of properties leased to a tenant from variable
rate to fixed rate;

¢ the conversion of $79.2 illion of variable rate debt to fixed rate debt
during the fourth quarter of 2002. We entered into an interest rate swap
arrangement with a third party during the third quarter of 2001 to swap
this variable rate debt to fixed rate. The swap became effective in
November of 2002; and

and received net proceeds of $7.5 million resulting in a combined gain of
$291,000. The earnings generated from these properties have been reported as
“discontinued operations” in accordance with SFAS No. 144 and are presented net
of minority interest. Revenue from the sold properties (not including the gain on
the sale of the properties) for the years ended December 31, 2002 and 2001 was
$389,000 and $798,000, respectively. Total income from discontinued operations
for the years ended December 31, 2002 and 2001 was $332,000 and $141,000,
respectively,

Extraordinary Item—Extinguishment of Debt

During the third quarter of 2001, we amended $150.0 million of fixed rate debt
due September 29, 2011 to convert the debt to variable rate debt. The debt was
converted in conjunction with the conversion of leases relating to $185.3 million
of property from fixed rate to variable rate as discussed above. The conversion of
the interest rate on the debt from fixed to variable resulted in a significant modifi-
cation of the debt. In accordance with GAAP, we wrote off the remaining deferred
loan fees relating to the debt and classified the write-off as an extraordinary item
on our consolidated statements of operations. The extraordinary item totaled
$526,000, or $0.02 per basic and diluted share, during the year ended December
31, 2001. We did not have any extraordinary items during the year ended
December 31, 2002.

Comparison of 2001 to 2000
Revenue
Rental. Rental revenue for the year ended December 31, 2001 increased 16% to

$117.0 million, as compared to $101.3 million for 2000. The increase was primarily
attributable to the growth of our real estate portfolio, the timing of our property
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

accordance with GAAP, the significant modification should be treated as an extin-
guishment of debt. As a result, we wrote off the remaining deferred loan fees related
to the fixed rate debt and classified the write-off as an extraordinary item on our
consolidated statements of operations. The extraordinary item totaled $526,000, or
$0.02 per basic and diluted share, during the year ended December 31, 2001.
We did not have any extraordinary items during the year ended December 31, 2000.

Liquidity and Capital Resources

Cash and cash equivalents were $7.4 million and $9.5 million at December 31,
2002 and December 31, 2001, respectively. The changes in cash and cash equiva-
lents during the years ended December 31, 2002 and 2001 were attributable to
operating, investing and financing activities, as described below.

Operating Activities
Cash provided by operating activities for the years ended December 31, 2002 and

* payments of principal on outstanding mortgage debt totaling $25.2 million;
* the increase of restricted cash totaling $13.3 million;
® payments for debt issuance costs totaling $7.5 million;

e payments made during the first quarter of 2002 toraling $6.0 million
and $293,000 to purchase outstanding warrants to purchase common
shares during the fourth quarter of 2001 and first quarter of 2002,
respectively; and

¢ the redemption of Units totaling $153,000.
Cash provided by financing activities for the year ended December 31, 2001
primarily reflects:

¢ $192.3 million of proceeds received from borrowings on our revolving
credit facilities;

2001 was $82.7 million and $60.1 million, respectively, and represents, in each year,
cash received primarily from rents under long-term, triple-net leases, plus interest
and other income, less normal recurring general and administrative expenses and
interest payments on debt outstanding.

Investing Activities

Cash used in investing activities for the years ended December 31, 2002 and 2001
was $327.2 million and $190.7 million, respectively, and primarily reflects the
acquisition of dealership properties, facility improvements and construction fund-
ings, net of sales, during those years.

Financing Activities
Cash provided by financing activities for the years ended December 31, 2002 and

2001 was $242.5 million and $133.8 million, respectively. Cash provided by
financing activities for the year ended December 31, 2002 primarily reflects:

* $297.5 million of proceeds received from borrowings on our revolving
credir facilities;

¢ $286.3 million of proceeds received from mortgage debt incurred during
the year; and

* $18.3 million of proceeds received from the issuance of common shares,
net of costs.
The cash provided by financing activities was partially offset by:

¢ the repayment of borrowings on our revolving credit facilities totaling
$249.9 million;

e distributions made to shareholders and minority partners during the year
totaling $57.1 million;

*—$833-million-of-proceeds-received-from-mortgage-debt-incurred-during
the year;

* $61.3 million of proceeds received from our follow-on offering, net of
costs, and

¢ $13.4 million of proceeds received from the issuance of other common
shares, net of costs.
The cash provided by financing activities was partially offset by:

e the repayment of borrowings on our revolving credit facilities totaling’
$143.0 million;

* distributions made to shareholders and minority partners during the year
totaling $49.7 million;

* payments of principal on outstanding mortgage debt totaling $17.1 million;

* payments made to purchase outstanding warrants to purchase common
shares totaling $4.7 million;

e the redemption of Units totaling $1.0 million;

* the increase of restricted cash totaling $535,000;

e payments for debt issuance costs totaling $242,000; and

* the repurchase of common shares pursuant to our common share repur-
chase program totaling $142,000.

Financing Strategy

To minimize interest rate risk, we typically match the average term of our long-term
debt with the average remaining term of our leases as well as the type of debt with
the type of leases (fixed or variable rate) in order to maintain an investment spread
over the lease term. We describe this process as “match-funding.” We currently
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

(2) The loan requires monthly payments of principal and interest with a final payment at maturity of
approximately $24.4 million. The loan is secured by mortgages on seven of our properties, which as
of December 31, 2002 have an aggregate net book value of approximately $62.6 million. The
Partnership bas provided a guaranty limited to approximately $8.9 million of this loan, contingent
upon the occurrence of certain circumstances.

(3) The loan requires quarterly payments of principal and interest with a final payment at maturity of
approximately $73.3 million. The loan is secured by 48 of our properties, which as of December
31, 2002 have an aggregate net book value of approximately $165.6 million.

(4) The loan requires quarterly interest and level principal payments until maturity, at which time the
loan requires a final payment of approximately $15.1 million. The loan is secured by 10 properties,
which as of December 31, 2002 have an aggregate net book value of approximately $38.0 million.
This loan bears interest equal to the 30-day LIBOR rate plus 215 basis points. During the first
quarter of 2002, we entered into an interest rate swap arrangement with a third party on this loan
to fix the interest rate to 7.565%.

(5) The loan requires quarterly interest and level principal payments until maturity, at which time
the loan requires a final payment of approximately $18.4 million. The loan is secured by three
properties, which as of December 31, 2002 have an aggregate net book value of approximately
$32.1 million. This loan bears interest equal to the 30-day LIBOR rate plus 215 basis points.
During the first quarter of 2002, we entered into an interest rate swap arrangement with a third

payments and level principal payments or monthly level payments of principal and interest until
maturity, at which time the loans require final payments totaling approximately $56.9 million.
Excluding $18.4 wmillion of the variable rate debt, the loans are secured by 14 properties, which as
of December 31, 2002 have an aggregate net book value of approximately $75.0 million. The
remaining $18.4 million of the variable rate debt is secured by the same properties that secure the
loan discussed in footnote (3).

(11) Amounts borrowed under this facility bear interest at market rates determined at the time of each
draw until such time as we and the lender set an interest rate for any future amounts borrowed
under the facility. As of December 31, 2002, the borrowings under the facility bear interest equal to
the 30-day LIBOR rate plus 300 basis points. The facility requires the repayment of principal
within 150 days. Borrowings outstanding as of December 31, 2002 require repayment between
May 9, 2003 and May 22, 2003. The facility has a one-year term, which terminates on March 21,
2004, and is rencwable annually.

(12) At the end of the first quarter of 2002, we closed on this $60 million unsecured revolving credit
facility. The facility replaced the existing $50 million secured revolving credit facility at the end of
the second quarter of 2002. The facility provides for a three-year term with interest equal to either
the Prime rate less SO basis points or the one-month, two-month or three-month LIBOR rate plus
200 basis points and requires the repayment of borrowings within 180 days. Borrowings outstand-
ing as of December 31, 2002 require repayment by April 1, 2003. As of December 31, 2002, the

party-on-this-loan-to-fix-the-interest-rate-t0-7-5975%:

(6) The loan requires quarterly interest and level principal payments with a final payment at maturity
of approximately $49.6 million. The loan is secured by nine of our properties, which as of
December 31, 2002 have an aggregate net book value of approximately $100.6 million. This loan
bears interest equal to the 30-day LIBOR rate plus 175 basis points. On November 1, 2002, pur-
suant to an arrangement with a third party, the variable rate was swapped to a 7.50% fixed rate.

(7) On June 28, 2002, we issued $325 million in four classes of Triple Net Lease Mortgage Notes,
Series 2002, which we refer to as the Notes. The transaction reflects approximately $152 million of
new debt issued in classes under current market terms, which we refer to as the New Notes, and a
restructuring of a securitization completed in 1999, that had a remaining balance of approximately
$173 million, which we refer to as the Modified Debt. The certificates representing the Modified
Debt have economic terms equivalent to the prior transaction. The Notes are collateralized by
94 properties, subject to long-term, triple-net leases, which as of December 31, 2002, have an
aggregate net book value of approximately $3426.0 million. The New Notes have a weighted aver-
age effective interest rate (including deferred fees amortized over the life of the New Notes) of
approximately 7.0% and are fully-amortizing over 20 years. The Notes are fully-amortizing and
have terms ranging from 12 to 20 years, with a weighted average term of 14.2 years. The Notes
have a weighted average effective interest rate (including deferred fees amortized over the life of the
Notes) of approximately 7.7%. CARS Loan Servicer L.L.C., one of our subsidiaries, is servicer of
the Notes on bebalf of the noteholders. The Partnership has provided a guaranty limited to approx-
imately $26.1 million of the Notes, contingent upon the occurrence of certain circumstances.

(8) This short-term loan, which matures April 18, 2003, bears interest equal to the one-month LIBOR
rate plus 300 basis points, and is convertible into a five-year term note at our discretion. The loan
requires interest only payments until the “conversion date,” and quarterly interest and principal
payments until maturity once converted. Upon conversion, the interest rate will be at a spread over
either the lender’s commercial fixed rate or floating rate, at our option. This loan is secured by one
property, which as of December 31, 2002 had a net book value of approximately §99.6 million.

(9) This loan was converted from fixed rate to variable rate during the third quarter of 2001. Following
the conversion, the loan bears interest equal ro the 30-day LIBOR rate plus 227 basis points and
requires monthly level payments of principal and interest with a final payment at maturity of
approximately $107.0 million. The loan is secured by 57 of our properties, which as of December
31, 2002 have an aggregate net book value of approximately $205.4 million.

(10) These loans bear interest at variable rates ranging from 200 to 357 basis points above the A1-P1
Commercial Paper Rate or the 30-day LIBOR rate and have maturity dates ranging from
December 22, 2009 to May 1, 2012. The terms of the various loans require either quarterly interest

borrowings-under the facility bear-interest egual 1o the three-month LIBOR rate plus 2007 basis
points. These borrowings were subsequently converted to bear interest equal to the one-month
LIBOR rate plus 200 basis points effective January 2, 2003.

(13) The facility matured on March 3, 2002, and was extended until the end of the second quarter at
which time it was replaced by the new unsecured revolving credit facility.

The more significant debt covenants related to our mortgage debt and credit facil-
ities limit the Company’s debt to assets ratio and require the Company to comply
with minimum debt service coverage and maximum debt to adjusted net worth
ratios. Several of our loan agreements contain no financial covenants; however,
there are negative covenants relating to customary items such as operation and
maintenance of the properties securing the loans and limitations on issuing addi-
tional secured debt at those subsidiary levels. As of December 31, 2002, we were
in compliance with all of the debt covenants related to our mortgage debt and
credit facilities.

$325 Million Debt Securitization

As noted in footnote (7) of the debt table herein, we modified approximately $173
million of debt during the second quarter of 2002. Because the terms of the
Modified Debt were virtually identical to the original debt, the modification did
not result in a significant modification of debt under GAAP. Therefore: (1) the
unamortized issuance costs related to the original debt of $3.9 million, plus $2.3
million of costs related to the Modified Debt that was paid to the lender and capi-
talized, will be amortized over the remaining term of the Modified Debt using the
effective interest method; and (2) third-party costs totaling $265,000 incurred in
connection with the Modified Debt were expensed. In addition, we incurred
approximately $6.3 million in debt issuance costs associated with the issuance of
the New Notes, which were capitalized and will be amortized over the term of the
New Notes using the effective interest method.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

described above. The availability and terms of any such financing will depend
upon market and other conditions.

We anticipate that any additional acquisitions of properties, facility improvement
and expansion fundings and construction financings during the next 12 months
will be funded with the debt securitization as discussed above, amounts available
under our existing long-term debt commitments, future long-term secured and
unsecured debt and the issuance of common or preferred equity or Units, each of
which may be initially funded with our existing revolving credit facilities.
Acquisitions of properties, facility improvement and expansion fundings and con-
struction financings will be made subject to our investment objectives and policies
with the intention of maximizing both current and long-term growth and income.

As of December 31, 2002, long-term liquidity requirements consisted primarily of
maturities under our long-term debt. We anticipate that long-term liquidity require-

————ments-will-also-include-amounts-required-for-acquisitions-of-properties;facility

improvement and expansion fundings and construction financings. We expect to
meet long-term liquidity requirements through long-term secured and unsecured
borrowings and other debt and equity financing alternatives. The availability and
terms of any such financing will depend upon market and other conditions.

Aggregate annual principal maturities of mortgage debt (which includes principal
amortization and excludes the short-term variable rate mortgage debt totaling
approximately $80.9 million which matures April 18, 2003 that is convertible, at
our option, into a five-year term note) as of December 31, 2002 are as follows (in
thousands):

For the Year Ended December 31,

2003 $ 38,023
2004 27,993
2005 29,692
2006 31,424
2007 33,285
Thereafter 657,449
Total $817,866

During the second quarter of 2001, we received a commitment for $150.0 million
of secured long-term variable rate financing from Toyota Financial Services. The
commitment can be drawn down in multiple fundings under one or more debt
instruments, and each funding is subject to customary conditions precedent and
the lender’s satisfaction with the loan documentation. The terms of the commit-
ment provide for a 12-year term with interest at a spread over the one-month
LIBOR rate. As of December 31, 2002, we had $67.4 million available under this
commitment.

Common Share Repurchase Program

During 1998, we announced that our Board of Trustees had authorized the repur-
chase of up to 6.0 million common shares. Purchases have been and will be made
from time to time in open market transactions at prevailing prices or in negotiated
private transactions at the discretion of management. During 2002, there were no
repurchases of common shares. During 2001, we repurchased 10,000 common
shares at an average price of $14.19 per common share. During 2000, we repur-
chased 900,000 common shares at an average price of $10.96 per common share.
From the inception of the common share repurchase program through December 31,
2002, a total of 4,094,700 common shares have been repurchased at an average
price of $10.62 per common share. In conjunction with the common share
repurchases, the Partnership redeemed an equivalent number of Units from the
Company for equivalent purchase prices.

Dividend Reinvestment and Share Purchase Plan

During April 2000, the Company implemented a Dividend Reinvestment and
Share Purchase Plan, which was subsequently amended in March 2001, which we
refer to as the DRIP. Under the DRIP, current shareholders and holders of Units,
which we refer to as Unitholders, are permitted to elect to reinvest all, a portion or
none of their cash dividends or distributions to purchase common shares. The
DRIP also allows both new investors and existing shareholders and Unitholders to
make optional cash payments to purchase common shares.

The DRIP permits current shareholders, Unitholders and new investors to invest a
minimum of $500 up to a maximum of $10,000 in common shares per month. The
DRIP also allows us to raise additional capital by waiving the limitations on the
$10,000 maximum per month, as more fully described in the Prospectus relating to
the DRIP. Shares purchased under the DRIP through reinvestment of dividends are
purchased at a discount (currently 3%). Shares purchased under the DRIP through
optional cash payments of $10,000 or less are purchased at market price.

Common shares may be purchased directly from the Company or in open market
or privately negotiated transactions, as we determine from time to time, to fulfill
the requirements for the DRIP. We issued approximately 23,000, 508,000 and
458,000 common shares under the DRIP and received approximately $526,000,
$7.4 million and $5.9 million in proceeds for the years ended December 31, 2002,
2001 and 2000, respectively.

Purchase of Warrants Outstanding to Purchase Common Shares

During the fourth quarter of 2001, we completed the purchase of outstanding war-
rants to purchase approximately 2.8 million common shares for $3.90 per warrant.
The aggregate purchase price for the warrants was approximately $10.8 million,
of which $4.7 million was paid in 2001 and the remaining $6.1 million
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS (continued)

During the year ended December 31, 2002, our fixed rate debt increased from
$320.4 million as of December 31, 2001 to $593.9 million as of December 31,
2002. Interest rate fluctuations may affect the fair value of our fixed rate debt
instruments. If interest rates on our fixed rate debt instruments at December 31,
2002 had been one percentage point higher or lower, the fair value of those debt
instruments on that date would have decreased or increased, respectively, by
approximately $37.0 million.

During the year ended December 31, 2002, our variable rate debt increased from
$380.8 million as of December 31, 2001 (including the $81.2 million of variable
rate that became fixed rate debt effective November 1, 2002 under an interest rate
swap arrangement) to $415.9 million as of December 31, 2002. In addition, our
real estate investments which are leased by tenants utilizing our variable lease rate
program increased from $314.2 million as of December 31, 2001 to $418.2 mil-
lion as of December 31, 2002.

Market Information and Distributions

Our common shares have traded on the Nasdaq National Market under the sym-
bol “CARS” since February 13, 1998 (the date of our initial public offering).
Listed below are the high and low sales prices of our common shares as reported
on the Nasdaq National Market and the distributions declared for each of the
periods indicated.

Interest rate fluctuations may affect our annual interest expense on our variable
rate debt. If interest rates on our variable rate debt instruments outstanding at
December 31, 2002 had been 1% higher or lower, our annual interest expense
relating to those debt instruments would have increased or decreased, respectively,
by approximately $4.2 million, based on balances at December 31, 2002. The
impact on net income as a result of an increase or decrease in interest rates by 1%
is partially reduced by the structure of our variable rate leases. Interest rate fluctu-
ations may affect our annual rental revenue on our variable rate leases, because the
lease rates on the base rents on our variable rate leases are based on a spread over
an applicable index, typically LIBOR. As of December 31, 2002, under the vast
majority of our variable rate lease agreements, the minimum lease rates, the major-
ity ranging from 8.0% to 9.4%, were in effect. These minimum lease rates are
designed to ensure minimum rental revenues if interest rates decline. If the under-
lying index on our variable rate lease agreements outstanding at December 31,
2002 had been 1% higher or lower, our annual rental revenue relating to those
lease agreements would have increased by approximately $540,000 or decreased
by approximately $400,000, respectively. Assuming the underlying index increased
or decreased to a level where none of our minimum lease rates were triggered, a 1%
increase or decrease in the underlying index would increase our rental revenues by
approximately $3.6 to $4.2 million or decrease our rental revenue by approxi-
mately $3.2 to $4.2 million.

Share Price

High Low Distributions
2002 ‘
Fourth quarter $25.3500  $22.370 $0.4065
Third quarter 25.7100 17.600 0.4020
Second quarter 25.0000 21.690 0.3980
First quarter 23.4500 19.350 0.3935
2001
Fourth quarter $20.7400  $17.630 $0.3890
Third quarter 18.5500 16.460 0.3880
Second quarter 18.9500 15.360 0.3870
First quarter 16.1875 12.875 0.3860
2000 .
Fourth quarter $14.5625  $12.375 $0.3850
Third quarter 15.6250 12.000 0.3775
Second quarter 16.0625 11.500 0.3725
First quarter 13.0625 10.625 0.3650

On February 28, 2003, there were 355 holders of record of our common shares
and approximately 13,000 beneficial shareholders because certain common shares
are held of record by depositories, brokers and other nominees.

Forward-Looking Statements

This Annual Report contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. When we refer to forward-looking
statements or information, sometimes we use words such as “may,” “will,”
“could,” “should,” “plans,” “intends,” “expects,” “believes,” “estimates,” “antic-
ipates” and “continues.” In particular, the risk facrors included in our Annual
Report describe forward-looking information. The risk factors are not all inclu-
sive, particularly with respect to possible future events. Other parts of this Annual
Report may also describe forward-looking information. Many things can happen

» « » <« » «
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CONSOLIDATED BALANCE SHEETS

As of December 31,

(In Thousands, Except Share Data) g 2001
Assets
Wmm_ estate:
Land $ 632,868 $ 508,556
Buildings and improvements 941,285 721,138
Accumulated depreciation (85,523) (59,789)
1,488,630 1,169,905
Cash and cash equivalents 7,442 9,490
Other assets, net 46,398 20,305
Total Assets $1,542,470 $1,199,700
Liabilities and Shareholders’ Equity
Liabilities:
Mortgage debt $ 898,733 $ 637,656
Borrowings under credit facilities 111,096 63,508
Accounts payable and accrued expenses 29,022 14,661
Security deposits payable 6,948 6,969
Total Liabilities 1,045,799 722,794
Minority interest 116,048 110,885
Shareholders’ Equity
Preferred shares, par value $.01 per share; 20 million shares authorized, no shares issued or outstanding — —
Common shares, par value $.01 per share; 100 million shares authorized, 28,321,396 shares issued and outstanding
as of December 31, 2002 and 26,653,427 shares issued and outstanding as of December 31, 2001 283 267
Additional paid-in capital 413,688 380,429
Deferred compensation (1,550) (1,509)
Accumulated other comprehensive income (loss) (16,274) 2,249
Distributions in excess of accumulated earnings (15,524) (15,415)
Total Shareholders” Equity 380,623 366,021
Total Liabilities and Shareholders’ Equity $1,542,470 $1,199,700

See accompanying Notes to Consolidated Financial Statements.
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nozwor_c>._,mc STATEMENTS OF CHANGES IN m=>mm=crcmmw. EQUITY AND OTHER COMPREHENSIVE TRLEIE

Distributions Accumulated

Common Shares

e Additional in Excess of Qther Other

Par Paid-in Accumulated Deferred Comprehensive Comprehensive

v (In Thousands, Except Share Data) Shares Value Capital Farnings Compensation fncome {Loss) Total Income
Balance at December 31, 1999 21,639,533 $216 $311,858 ${12,159) $ (316) $ — $299,599 $21,731
Adjustment t0 reflect minority nterest ownership 0 Partnership — —_ (688) — — — (688) —
Issuance of common shares from dividend reinvestment and

share purchase plan, net of costs 457,835 5 5,870 — — — 5,875 —

Issuance of restricted shares, net of forfeitures 116,902 1 1,527 — {1,528) — — —
Amortization of deferred compensation — — — — 558 — 558 —
Exercise of common stock options 19,990 — 280 — — — 280 —
Registration fees — — (27} — — — (27) —
Accrued compensation — — 34 —_— — — 34 —
Repurchase of common shares {900,000} 9) (9,854) — — — (9,863) —
Dividends declared — — — (31,547 — —_ (31,547) —
Net tncome — — — 25,812 — 25,812 25,812

\\}\\m»_msnw‘&bnnwavoﬂﬁ,‘Nooo - \\\\\x\(\ﬁ%m?wmol\ww\ﬁ\lwwomwooo\\wﬁﬁwwﬁa\lﬁ 2.86) \wl\\‘\m@owomw\m\w‘mww,ﬁ\\ ‘‘‘‘‘‘
Adjustment to reflect minority interest ownership in Partnership — — 381 — — — 381 —
Proceeds from follow-on offering, net of costs 3,852,500 39 61,221 — — — 61,260 —
lssuance of common shares from dividend reinvestment and
share purchase plan, net of costs 508,237 5 7,327 — — — 7,332 —
Issuance of restricted shares, net of forfeitures 76,219 1 1,111 — (1,112) — — —
Amortization of deferred compensation — — — — 889 — 889 —
Exercise of common stock options and warrants 417,942 4 6,105 — — — 6,109 —
Redemption of units of limited partnership interest in the Partnership
to common shares 474,269 S 6,104 — — — 6,109 —
Purchase of outstanding warrants to purchase common shares — — (10,754) — — — (10,754) —
Accrued compensation — — 76 — — — 76 —
Repurchase of common shares {10,000) — (142) — — — (142) —
Change in valuation of interest rate swap — — — — — 2,249 2,249 2,249
Dividends declared — — — (28,898) — — (28,898) —
Net income — — — — — 31,377 31,377
Balance at December 31, 2001 26,653,427 $380,429 $(15,415) $366,021 $ 33,626
Adjustment to reflect minority 1nterest ownership in Partnership — — 9,319 — — — 9,319 —
Issuance of common shares from dividend reinvestment and share
purchase plan, net of costs 22,717 — 519 — — — 519 —
Issuance of restricted shares, net of forfeitures 53,045 — 1,070 — (1,070) — — —
Amortization of deferred compensation — — — — 1,029 — 1,029 —
Exercise of common stock options and warrants 1,283,075 13 17,903 — — — 17,916 —
Redemption of units of limited partnership interest in the Partnership
to common shares 309,132 3 4,606 —_ — — 4,609 —
Purchase of outstanding warrants ta purchase common shares — —_ (293) — —_ — {293) —
Accrued compensation — — 135 — — — 135 —
Change in valuation of interest rate swap — — — — — (18,523) (18,523) (18,523)
Dividends declared — — — (43,938) — — (43,938) —
Net income — — — 43,829 — — 43,829 43,829
Balance at December 31, 2002 28,321,396 $413,688 ${15,524) ${1,550) $(16,274) $380,623 $ 25,306

Ny

See accompanying Notes £0 Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Capital Automotive REIT, which we refer to as the Company, is a Maryland real
estate investment trust formed in October 1997. We own interests in real estate
and conduct our operations, directly or indirectly, through Capital Automotive
L.P., which we refer to as the Partnership, and its subsidiaries. We are the sole gen-
eral partner of the Partnership and, as of December 31, 2002, owned approxi-
mately 76.6% of the units of limited partnership interest in the Partnership, which
we refer to as Units. References to “we,” “us” and “our” refer to the Company or,
if the context requires, the Partnership and our business and operations conducted
through the Partnership and/or directly or indirectly owned subsidiaries.

Our primary business strategy is to purchase real estate (land, buildings and other
improvements), which we simultaneously lease to operators of franchised automo-
bile dealerships and motor vehicle service, repair or parts businesses, used vehicle
businesses and other related businesses under long-term, triple-net leases. Triple-

one or more additional periods of five to 10 years each, exercisable at the option
of the tenant (with renewal options ranging from a total of five to 40 years).

2. Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements of the Company have been
prepared in accordance with accounting principles generally accepted in the United
States, commonly referred to as GAAP, and include the accounts of the Company,
its wholly-owned subsidiaries, and other entities where the Company has a major-
ity ownership, all of which it controls. The equity interests of other investors are
reflected as minority interest. All significant intercompany transactions and bal-
ances have been eliminated in consolidation.

Real Estate and Depreciation

net leases typically require the tenant to pay all operating expenses of a property,
including, but not limited to, all real estate taxes, assessments and other government
charges, insurance, utilities, repairs and maintenance. We use (i) the term dealerships
to refer to these types of businesses that are operated on our properties, (ii) the
term dealer group to refer to a group of related persons and companies who sell us
properties, and (iii) the term dealer group, tenant, lessee or operators of dealerships
to refer to the related persons and companies that lease our properties. We focus on
leasing properties to dealer groups that have a long history of operating multi-site,
multi-franchised dealerships, generally targeting the largest dealer groups in terms
of revenues in the largest metropolitan areas in the U.S. in terms of population. In
addition, we provide facility improvement and expansion funding, construction
financing and takeout commitments to our existing tenants in certain circumstances.

As of December 31, 2002, we had invested nearly $1.6 billion in 292 properties
located in 28 states (Alabama, Arizona, California, Colorado, Connecticut, Florida,
Georgia, Idaho, illinois, Indiana, Louisiana, Maryland, Michigan, Missouri,
Nevada, New Jersey, New Mexico, New York, North Carolina, Ohio, Oklahoma,
Oregon, Pennsylvania, South Carolina, Tennessee, Texas, Utah and Virginia),
comprising approximately 2,076 acres of land and containing approximately 11.9
million square feet of buildings and improvements. Our tenants operate 412 motor
vehicle franchises on our properties, representing approximately 45 brands of
motor vehicles, which include all of the top selling brands in the U.S. The initial
lease terms generally range from 10 to 20 years (with a weighted average initial
lease term for leases entered into during the year ended December 31, 2002 of
15.7 years), with our entire portfolio having a weighted average initial lease term
of approximately 14.3 years. As of December 31, 2002, our portfolio had a
weighted average remaining lease term of approximately 11.7 years. The leases
typically have options to renew upon generally the same terms and conditions for

Real estate-assets-are-recorded-at cost—External-acquisition-costs-directly-related-to
each property are capitalized as a cost of the respective property. The cost of real
estate properties acquired is allocated between land and buildings and improve-
ments based upon estimated market values at the time of acquisition. Depreciation
is computed uding the straight-line method over an estimated useful life of 20 to 40
years for the buildings and improvements. Total real estate depreciation expense
was approximately $26.2 million, $21.4 million and $17.5 million for the years
ended December 31, 2002, 2001 and 2000, respectively.

We periodically assess our real estate assets for possible permanent impairment
when certain events or changes in circumstances indicate that the carrying amount
of real estate may not be recoverable. Management considers current market con-
ditions and tenant credit analysis in determining whether the recoverability of the
carrying amount of an asset should be assessed. When an assessment is warranted,
management determines if it is probable that the sum of the expected undiscounted
future cash flows is less than the carrying amount of the property being assessed. If
the undiscounted future cash flows are less than the carrying amount, then an
impairment loss would be recognized equal to the amount of the difference between
the fair value of the property and its carrying amount. The Company has not
recognized an impairment loss in 2002, 2001 or 2000 on any of its real estate.

Furniture, Fixtures and Equipment

Furniture, fixtures and equipment are recorded at cost. Depreciation is calculated
on a straight-line basis over the estimated useful lives of the assets, ranging from
three to five years. Total depreciation expense related to our furniture, fixtures and
equipment was approximately $76,000, $64,000 and $99,000 for the years ended
December 31, 2002, 2001 and 2000, respectively.

Cash and Cash Equivalents
Cash and cash equivalents consist of highly liquid instruments purchased with
original maturities of three months or less.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Derivative Instruments

To minimize interest rate risk, during 2002 and 2001, we entered into three interest
rate swap arrangements with third parties to fix the interest rate on the underlying
variable rate debt. These swaps were documented as cash flow hedges and desig-
nated as highly effective at inception of the swap agreements, therefore, in accord-
ance with GAAP, the unrealized gain or loss upon measuring the swaps at their fair
value is recorded as a component of accumulated other comprehensive income
(loss) within shareholders” equity on our consolidated balance sheets. The fair value
of the swaps is recorded as either a derivative instrument asset or a derivative
instrument liability on our consolidated balance sheets.

Share-Based Compensation

At December 31, 2002, the Company has a share-based compensation plan, which
is described more fully in Note 11. The Company accounts for this plan under the
recognition and measurement principles of APB Opinion No. 25, “Accounting for

Fair Value of Financial Instruments

Management compares the carrying value and the estimated fair value of our finan-
cial instruments. Due to the highly liquid and short-term nature of our investments,
the carrying value approximates the fair value. The estimated fair values of our debt
subject to fair value disclosure were determined based on available market infor-
mation and valuation methodologies believed to be appropriate for these purposes.
Considerable judgment and a high degree of subjectivity were involved in developing
these estimates and, therefore, are not necessarily indicative of the actual amounts
that we could realize upon disposition. As of December 31, 2002, our fixed rate
debt with an aggregate carrying value of $593.9 million had an estimated fair value
of $606.3 million. As of December 31, 2001, our fixed rate debt with an aggregate
carrying value of $320.3 million had an estimated fair value that approximated its
carrying value. The estimated fair value of our fixed rate debt was based on inter-
est rates currently available to us for issuance of debt with similar terms, credit

Stock Tssued to Employees,” and related Interpretations. No share-based compen-
sation expense is reflected in net income, as all options granted under this plan had
an exercise price equal to or greater than the market value of the underlying com-
mon stock on the date of grant. The following table illustrates the effect on net
income and earnings per share if the Company had applied the fair value recogni-
tion provisions of the Financial Accounting Standards Board, commonly referred
to as FASB, Statement of Financial Accounting Standards, commonly referred to as
SFAS, No. 123, “Accounting for Stock-Based Compensation,” and SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure,” to
share-based compensation (in thousands, except per share data).

For the Years Ended December 31, EH 2001 2000
Net income, as reported $43,829 $31,377  $25,812
Deduct: Total share-based compensation expense

determined under the fair value-based method

for all awards, net of minority interest (463) (1,032) (992)
Pro forma net income $43,366 $30,345  $24,820
Basic earnings per share:

As reported $ 1.60 $§ 134 § 123

Pro forma $ 1.58 $ 130 § 1.19
Diluted earnings per share:

As reported $ 1.55 $ 130 § 1.22

Pro forma $ 153 $§ 125 $ 1.18

Use of Estimates

The preparation of financial statements in conformity with GAAP requires man-
agement to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

(including amounts outstanding on our revolving credit facilities) was estimated to
be approximately equal to its carrying value of $415.9 million and $380.8 million
as of December 31, 2002 and 2001, respectively.

Reclassifications
Certain amounts in the 2001 and 2000 consolidated financial statements have
been reclassified to conform with the current year presentation.

3. New Accounting Pronouncements

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure.” SFAS No. 148 amends SFAS No. 123
to provide alternative methods of transition to SFAS No. 123’ fair value method
of accounting for stock-based employee compensation. SFAS No. 148 also amends
the disclosure provisions of SFAS No. 123 and APB Opinion No. 28, “Interim
Financial Reporting,” to require disclosure in the summary of significant account-
ing policies of the effects of an entity’s accounting policy with respect to stock-based
employee compensation on reported net income and earnings per share in annual
and interim financial statements. The disclosure provisions of SFAS No. 148 are
applicable to all companies with stock-based employee compensation, regardless
of whether they account for that compensation using the fair value method of
SFAS No. 123 or the intrinsic value method of APB Opinion No. 25. This
Statement is effective for fiscal years beginning after December 15, 2002. The dis-
closure requirements are effective immediately. We believe that SFAS No. 148 will
not have a significant impact on our financial condition or results of operations.

In January 2003, the FASB issued FASB Interpretation No. 46, commonly referred
to as FIN 46, “Consolidation of Variable Interest Entities.” Under FIN 46, compa-
nies will be required to determine if they are the primary beneficiary of a variable
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

updated each time a property is sold. This requirement is for presentation only and
has no impact on net income. We adopted SFAS No. 144 on January 1, 2002.

During the third quarter of 2002, we sold three properties and received net proceeds
of $7.5 million resulting in a combined gain of approximately $291,000. The
properties had a carrying value on the date of sale of approximately $7.2 million.
The gain on the disposition of these properties and the earnings generated from
these properties have been reported as “discontinued operations” in accordance
with SFAS No. 144 and are presented net of minority interest. Revenue from the
sold properties for the years ended December 31, 2002, 2001 and 2000 was
$389,000, $798,000, and $849,000, respectively. Total income from discontinued
operations for the years ended December 31, 2002, 2001 and 2000 was $332,000,
$141,000 and $118,000, respectively.

6. Related Party Transactions

but not limited to, all real estate taxes, assessments and other government charges,
insurance, utilities, repairs and maintenance. The leases have initial terms that
range generally from 10 to 20 years (with a weighted average initial lease term for
leases entered into during the year ended December 31, 2002 of 15.7 years) and
generally include multiple options to renew upon generally the same terms and
conditions, exercisable at the option of the tenants. All leases are accounted for as
operating leases and rental income attributable to the leases is recorded monthly
when due from tenants. Rental income attributable to the majority of our leases is
fixed by the lease agreement. However, under our variable rate lease program,
rental income attributable to our leases is variable, and monthly base rent is calcu-
lated based on a spread over an applicable index, typically LIBOR. The vast
majority of our variable rate lease agreements contain minimum lease rates and
fixed rate conversion features, and none of these leases contains a maximum rate.

Our leases typically provide for upward periodic adjustments in base rent due

As of December 31, 2002, we owned 25 properties that were leased to entities
related to three members of our Board of Trustees and/or members of their families.
In conjunction with the purchases of 24 of these properties, we entered into long-
term, triple-net lease agreements with two 10-year renewal periods exercisable at
the option of the tenant. During 2002, an entity related to one member of our
Board of Trustees assumed the lease on a property that we leased to an unrelated
tenant. This long-term, triple-net lease agreement contains two five-year renewal
options exercisable at the option of the tenant. Rental revenues from properties
leased to related parties for the years ended December 31, 2002, 2001 and 2000
totaled $12.3 million, $12.2 million and $12.3 million, respectively. The leases in
the aggregate provide for annualized rental payments as of December 31, 2002 of
approximately $12.6 million.

During 2001, two members of our Board of Trustees (including their affiliates)
accepted our offer to purchase for $3.90 per share their warrants to purchase
approximately 1.4 million of our common shares for an aggregate purchase price
of approximately $5.5 million. The purchase was made pursuant to our purchase
of outstanding warrants to purchase approximately 2.8 million common shares for
$3.90 per warrant. The purchase price was based on the time remaining prior to
exercise and the intrinsic value (meaning the difference between the fair market
value of the common shares and the exercise price of the warrants) of the out-
standing warrants at the time of the offer to purchase. The exercise price for the
common shares underlying the warrants was $15.00 and the warrants were to
expire in February 2003. The $5.5 million was paid during January of 2002.

7. Operating Leases
Substantially all of our properties are leased under long-term, triple-net leases,
under which the tenants typically pay all operating expenses of a property, including,

from our tenants, usually based on a factor of the change in the CPL Certain of
our leases also provide for fixed minimum and/or maximum periodic adjustments
during the initial lease term, generally based on a fixed percentage of the base rent.
We straight-line the fixed minimum escalator rental income over the initial lease
term. Any rent adjustments above the fixed minimum escalators are recorded as
revenue in the period they are due from the tenants. Some of our leases offer tenant
purchase options, generally at the greater of the fair market value of the property
at the time of sale or our purchase price, which may be increased by a factor of
CPI at the time the option is exercised, or the fair market value of the property at
the ume of sale.

Future minimum rental payments as of December 31, 2002 to be received from
our tenants are as follows (in thousands):

For the Year Ended December 31,

2003 $ 156,139
2004 157,205
2005 158,329
2006 159,461
2007 159,385
Thereafter 1,050,203
Total $1,840,722

In Qctober 2002, we relocated our office and subleased our former space to a
third party. In accordance with GAAP, the remaining costs related to a pre-existing
lease should be charged to expense when the leased property has no substantive
future use or benefit to the lessee, net of any rent received from subleasing to a
third party. The write-off totaled $195,000 and was charged to general and admin-
istrative expenses and recorded as a liability in the fourth quarter of 2002. As of
December 31, 2002, there was one year and two months remaining on our six-
year lease agreement for our former office space. The office lease is accounted for
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

9. _/\_O—:nmm@m Debt and —ﬂm<o_<m=m Credit Facilities (2) The No&a ﬁm&\.twmwkﬁsﬁo:“w\w NSW“N%MQM c\w %z.x&wm\va:& interest with a \:\E\N payment at §§NN\®N of

- . approximate -4 million. The loan is secured by morigages on seven of our properties, which as
As of December 31, 2002, we had rtotal debt O:emnmba_Dm of approximately owvbnmm:%m‘w\wﬁ 2002 have an aggregate net book ca%& of approximately $62.6 million. The
$1.0 billion. Of this debt, approximately $898.7 million (consisting of $593.9 Partnership has provided a guaranty limited to approximately $8.9 million of this loan, contingent
million of fixed rate and $304.8 million of variable rate debt) was mortgage debt upon the occurrence of certain circumstances. .

. . .. - (3) The loan requires quarterly payments of principal and interest with a final payment at maturity of
secured by approximately 250 of our properties. In addition, we had $111.1 million approximately $73.3 million. The loan is secured by 48 of our properties, which as of December
O:amam:ﬁ::m on our Hm<o_<m:m credit facilities. 31, 2002 have an aggregate net book value of approximately $165.6 million.

(4) The loan requires quarterly interest and level principal payments until maturity, at which time the
The mo__oslbm is a summary of our total debt Ocamambn::m as of December 31, loan requires a final payment of approximately $15.1 million. The loan is secured by 10 properties,
2002 and 2001 (dollars in H_\HO:mm:&mVn which as of December 31, 2002 have an aggregate net book value of approximately $38.0 million.
This loan bears interest equal to the 30-day LIBOR rate plus 215 basis points. During the first
Principal Principal quarter of 2002, we entered into an interest rate swap arrangement with a third party on this loan
Balance Balance 2002 to fix the interest rate to 7.565%.
as of as of Effective Termy/ (3) The loan requires quarterly interest and level principal payments until maturity, at which time the loan
Original  December 31, December 31,  Interest Amortization requires a final payment of approximately $18.4 million. The loan is secured by three properties,
Description of Debt Debt Issued 2002 2001 Rate* Schedule which as of December 31, 2002 have an aggregate net book value of approximately $32.1 million.
This loan bears interest equal to the 30-day LIBOR rate plus 215 basis points. During the first
7.50% fixed rate debt due 4/20/03(1) $ 12000 § 10771 $ 11,108 7.76% m quarter of 2002, we entered into an interest rate swap arrangement with a third party on this loan
——759% fixedrate-debt-due-12/1/082) 38,050 34,572 35,886 7:97% 10 yi/17yr—————tofix the interest rate to 7597 5%
7.54% fixed rate debt due 7/6/1103) 100,000 94,413 96,132 7.71% 12 ye/25 yr (6) The loan requires quarterly interest and level principal payments with a final payment at maturity
7.565% fixed rate debt due 11/12/12(4) 28,500 26,220 — 7.66% 12 yi/25 yr of approximately $49.6 million. The loan is secured by nine. of our 30@3&%.. :SR\N. as of
7.5975% fixed rate debt due 12/18/1205) 32,054 29,781 . 7.63% 12 ye/30 yr December 31, 2002 have an aggregate net book value of approximately $100.6 million. This loan
7.50%:fixed rate debt due 8/10/13(6) 82,600 79158 _ 7.50% 12 yr/30 yr bears interest equal to the 30-day LIBOR rate plus 175 basis points. On November 1, 2002, pur-
Triole Net 1 M N ? ’ suant to an arrangement with a third party, the variable rate was swapped to a 7.50% fixed rate.
riple Net Lease Mortgage Notes, o ; (7) On June 28, 2002, we issued $325 million in four classes of Triple Net Lease Morigage Notes,
Series NooNS 325,000 318,995 - 7.70% @ Series 2002, which we refer to as the Notes. The transaction reflects approximately $152 million of
7.635% fixed rate debt due 10/1/14) 111,950 - 98,891 7.92% new debt issued in classes under current market terms, which we refer to as the New Notes, and a
8.05% fixed rate debt due 10/1/14(7) 85,000 — 78,319 8.33% restructuring of a securitization completed in 1999, that had a remaining balance of approximately
Total Mortgage Fixed Rate Debt $ 593910  $320.336 7.81% 8173 million, which we refer to as the Modified Debt. The certificates representing the Modified
’ ’ Debt have economic terms equivalent to the prior transaction. The Notes are collateralized by 94
Short-term variable rate debr(®) 80,867 80,867 —  482% @ properties, subject to long-term, triple-net leases, which as of December 31, 2002, have an aggre-
Variable rate debt due 9/29/11(9) 150,000 143,907 149,419 3.97% 12 yr/25 yr gate net book value of approximately $426.0 million. The New Notes have a weighted average
Various variable rate debt{10) ) 83,550 80,049 28,400 491% 10 to 11 yr/25 yr effective interest rate (including deferred fees amortized over the life of the New Notes) of approxi-
Variable rate debr swapped to mately 7.0% and are fully-amortizing over 20 years. The Notes are fully-amortizing and have terms
fixed ratel)s) 60,554 _ 58,278 4.00% ranging from 12 to 20 years, with a weighted average term of 14.2 years. The Notes have a
Variable rate debt swapped to weighted average effective interest rate (including deferred fees amortized over the life of the Nores)
fixed rate(®) 82.600 _ 81.223 3.55% of approximately 7.7%. CARS Loan Servicer L.L.C., one of our subsidiaries, is servicer of the
> 4 . Notes on behalf of the noteholders. The Partnership has provided a guaranty limited to approximately
Total Mortgage Variable Rate Debt $ 304,823 $317,320  417% $26.1 million of the Notes, contingent upon the occurrence of certain circumstances.
(8) This short-term loan, which matures April 18, 2003, bears interest equal to the one-month LIBOR
Total Mortgage Debt § 898,733 $637,656 6.33% rate plus 300 basis points, and is convertible into a five-year term note at our discretion. The loan
$100 million revolving secured facility(1D) 65,096 46,108 4.50% {11) requires interest only payments until the “conversion date,” and quarterly interest and principal
$60 million revolving unsecured facility(12 46,000 _ 4.75% (12) payments until maturity once converted. Upon conversion, the interest rate will be at a spread over
$50 million revolving partially secured either the lender’s commercial fixed rate or floating rate, at our option. This loan is secured by one
facility(19) _ 17.400 3.78% property, which as of December 31, 2002 had a net book value of approximately $99.6 million.
’ (9) This loan was converted from fixed rate to variable rate during the third quarter of 2001. Following
Total Credit Facilities $ 111,096 §$ 63,508 4.44% the conversion, the loan bears interest equal to the 30-day LIBOR rate plus 227 basis points and
R o requires monthly level payments of principal and interest with a final payment at maturity of
Total Debt Outstanding $1,009,829  $701,164 6.37% approximately $107.0 million. The loan is secured by 57 of our properties, which as of December 31,
*Includes deferred loan fees amortized over the life of the loans. 2002 bave an aggregate net book value of approximately $205.4 million.
(10) These loans bear interest at variable rates ranging from 200 to 357 basis points above the A1-P1

(1) The loan requires monthly payments of principal and interest with a final payment at maturity of
approximately $10.8 million. The note is secured by four of our properties, which as of December
31, 2002 have an aggregate net book value of approximately $24.0 million. This loan was amended
on January 17, 2003 to require interest only payments equal to the one-month LIBOR rate plus
200 basis points until its amended maturity date of April 20, 2003.

Commercial Paper Rate or the 30-day LIBOR rate and have maturity dates ranging from
December 22, 2009 to May 1, 2012. The terms of the various loans require either quarterly interest
payments and level principal payments or monthly level payments of principal and interest until
maturity, at which time the loans require final payments totaling approximately $56.9 million.
Excluding $18.4 million of the variable rate debt, the loans are secured by 14 properties, which as
of December 31, 2002 have an aggregate net book value of approximately $75.0 million. The
remaining $18.4 million of the variable rate debt is secured by the same properties that secure the
loan discussed in footnote (3).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

same time, we entered into interest rate swap arrangements with a third party to
fix the interest rate on the debt secured primarily by such properties totaling
approximately $58.3 million.

Fixing the rate on $140.9 million of debt with interest rate swap arrangements, con-
tinues our strategy of minimizing interest rate risk by substantially match-funding
our debt with leases in order to lock in our investment spread over the initial lease
term. These swaps were designed to mirror the underlying variable rate debt
in terms of index, spread, reset, amortization, compounding and maturity. Due to
the identical nature of the terms of the swap arrangements and the underlying terms
of the debt, we determined that these derivative instruments are highly effective.
Consequently, in accordance with GAAP, the unrealized gain or loss upon measur-
ing the swaps at their fair value is recorded as a component of accumulated other
comprehensive income (loss) within shareholders” equity on our consolidated bal-

_ance sheets. The fair value of the swaps is recorded as either a derivative instrument

Minority Interest ownership percentage in assets and liabilities of the Partnership
was 23.4% and 23.3% as of December 31, 2002 and 2001, respectively.

Income before minority interest is allocated to the limited partners based on their
weighted average ownership during the year. The ownership percentage is deter-
mined by dividing the weighted average number of Units held by the Minority
Interest by the total weighted average number of Units outstanding during the year,
excluding derivative securities. The Minority Interest ownership percentage in
income of the Partnership was 23.6% and 25.9% for the years ended December
31, 2002 and 2001.

Holders of Units, which we refer to as Unitholders, are entitled to quarterly distri-
butions which are equivalent to the quarterly dividend distributions received by
holders of common shares. There were 8.6 million and 8.0 million limited partner-
ship units in the Partnership, as of December 31, 2002 and 2001, respectively, not

asset or derivative instrument liability and is included in other assets or other habil-
ities and accumulated other comprehensive income (loss) within our consolidated
balance sheets. In addition, we are required to post collateral, generally in the
amount of the swap valuations at any point in time, to protect the lenders in case of
an early termination by us. The collateral posted by us, totaling approximately
$15.0 million and zero as of December 31, 2002 and 2001, respectively, is
included in other assets on our consolidated balance sheets. The unrealized gain
{loss) as of December 31, 2002 and 2001 was as follows (in thousands}):

As of December 31,

Derivative instrument asset (liability)

_ m:mhﬁ:%b@
Extraordinary Item—Extinguishment of Debt

As noted in footnote (9) of the debt table herein, the interest rate on $150 million
of debt was converted from fixed rate to variable rate during the third quarter of
2001. The conversion of the interest rate on the debt from fixed to variable
resulted in a significant modification of the debt. In accordance with GAAP, the
significant modification should be treated as an extinguishment of debt. As a
result, we wrote off the remaining deferred loan fees relating to the fixed rate debt
and classified the write-off as an extraordinary item on the consolidated state-
ments of operations. The extraordinary item totaled $526,000, or $0.02 per basic
and diluted share, during the vear ended December 31, 2001.

10. Minority Interest

Assets and liabilities allocated to the limited partners (other than the Company),
which we describe as the Minority Interest, are based on their ownership percent-
age of the Partnership at year end. The ownership percentage is determined by
dividing the number of Units held by the Minority Interest at year end by the total
Partnership Units outstanding at year end, excluding derivative securities. The

mon shares of the Company on a one-for-one basis in specified circumstances.
When a Unitholder converts Units to shares of common stock, an adjustment is
recorded to equity to reflect the change in the Minority Interest ownership in the
Partnership.

11. Share-Based Compensation

In connection with our initial public offering of common shares in February 1998,
the Board of Trustees adopted, and our shareholders approved, the Capital
Automotive Group 1998 Equity Incentive Plan, which we refer to as the Plan, to
provide equity compensation to our employees, officers, non-employee trustees
and certain other service providers. In February 1999, the Board of Trustees
approved amendments to the Plan and subsequently received shareholder approval
on May 7, 1999, which we refer to as the Amended Plan. The Amended Plan pro-
vides for grants of options to purchase a specified number of common shares,
which we refer to as Share Options, or grants of common shares, which may or
may not be restricted shares, and grants of phantom shares. Under the Amended
Plan, the total number of shares available for grant is approximately 3.8 million.
In February 2002, the Board of Trustees approved an amendment and restatement
of the Amended Plan and subsequently received shareholder approval on May 14,
2002, which we refer to as the Restated Amended Plan. The Restated Amended
Plan increases the number of shares available for grant from approximatcly 3.8
million to approximately 5.1 million and eliminates and amends several provisions
of the Amended Plan to reflect current law and practice.

Share Options

Share Options granted under the Restated Amended Plan have exercise prices
equal to or greater than the fair market value of a common share at the date of the
grant and, for employees, typically become exercisable at a rate of 25% per year
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Restricted Shares—Dividends

A holder of our restricted shares has no voting rights, but receives dividends with
respect to the restricted shares, which are equal to the value of any dividends paid
with respect to our common shares. Certain employees may elect to receive the
dividend payments with respect to the restricted shares held on the dividend record
date in the form of cash or additional restricted shares. The additional restricted
shares vest in accordance with the vesting schedule of the underlying restricted
shares. If the employee terminates prior to the vesting date, the employee is entitled
to the additional restricted shares, or to cash equal to the fair market value of the
additional restricted shares on the termination date, at our option. The dividends
related to the restricted shares are recorded as a dividend distribution under the
shareholders’ equity section on the dividend record date.

Phantom Shares
In January 2000, we instituted a Phantom Share Purchase Program requiring

(1) The Committee approved waivers of the maximum deferral limits of the Phantom Share Purchase
Program to include in the total bonuses deferred for each of the years detailed above the following:

2001 2000 1999
Chief Executive Officer’s annual bonus 100% 100%  100% 100%
Other executive officers’ annual bonuses 75% and 100% 100%  100% —

Certain other employees’ annual bonuses 30% and 50% — — —

(2) The compensation expense related to the phantom shares is measured by the difference between the
purchase price of the phantom shares and the market price of the common shares on the date of
grant. The compensation expense is recognized ratably over the vesting period, which is generally
three years from the date of grant, and is included as an offset to shareholders’ equity.

Phantom Shares—Dividend Equivalents

A holder of our phantom shares has no voting rights, but receives dividend equiv-
alents with respect to the phantom shares, which are equal to the value of any div-
idends paid with respect to our common shares. Certain employees may elect to
receive the dividend equivalent payments with respect to the phantom shares held

mandatory, and authorizing voluntary, purchases of phantom shares upon the
deferral of a portion of certain employees’ annual bonus. Under this program,
unless the Committee determines otherwise, 20% of any annual bonus otherwise
payable to an executive officer must be deferred, and the executive officer may
elect to defer up to an additional 30% of any annual bonus otherwise payable to
him. In addition, certain other employees may elect to defer up to 20% of their
annual bonus. The phantom shares are purchased at a price equal to 80% of the
fair market value of our common shares on the date of grant. The phantom shares
awarded upon the deferral of a portion of annual bonuses generally vest on the
third anniversary from the date of grant and common shares are issued to the
employee. Notwithstanding the foregoing, certain individuals may elect to defer
payment of the phantom shares to extend beyond such date to (i) either a later
date or {ii) the date the employee terminated employment with the Company or
the first January 15 following termination of employment. If the employee termi-
nates prior to the vesting date, the employee is entitled to the lesser of (i) the
amount of the annual bonus deferred or (ii) an amount equal to the number of
phantom shares multiplied by the fair market value of the phantom shares on the
termination date. The following is a summary of phantom shares granted upon the
deferral of 1999, 2000, 2001 and 2002 bonuses earned (in thousands, except share
and per share data):

Number

* Total of

Year Amount of  Phantom Market Purchase 20% .
Grant Bonus Bonuses Shares Price Price Discount Compensation Expensei?)
Date Earned  Deferred(!!  Granted per Share per Share Value 2002 2001 2000
1/17/00 1999 $410 44208 $11.5940 § 9.2752  $103 $34 $34 $34
1/24/01 2000 497 42,672 14.5625 11.6500 124 42 42 —
1/18/02 2001 708 42,396 20.8800 16.7040 177 59 — —
1/15/03 2002 815 44,359 22.9800 18.3840 204 — — —

on the dividend record date in the form of cash or additional phantom shares. The
additional phantom shares vest in accordance with the vesting schedule of the
underlying phantom shares. If the employee terminates prior to the vesting date,
the employee is entitled to the additional phantom shares, or to cash equal to the
fair market value of the phantom shares on the termination date, at our option.
The dividend equivalents related to the phantom shares are recorded as compensa-
tion expense on the dividend record date.

Summary

As of December 31, 2002, approximately 1.7 million Share Options, 258,000
restricted shares, and 141,000 phantom shares were outstanding under the
Restated Amended Plan, thus leaving approximately 1.5 million shares available
under the Restated Amended Plan to be granted. On January 15, 2003, the
Committee approved an additional grant of 61,599 restricted shares at a purchase
price of $0.01 per share. The restricted shares vest as follows: Approximately
48,000 restricted shares granted to executive officers vest after five years from the
effective date of the grant; and 50% of approximately 14,000 restricted shares
granted to other employees vest after three years and the remaining 50% vest after
five years from the effective date of the grant. Also on January 15, 2003, the
Committee approved an additional grant of phantom shares as detailed in the
above table.

We apply APB Opinion No. 25 in accounting for our share-based compensation
and accordingly recognized no compensation expense related to the grant of Share
Options during the years ended December 31, 2002, 2001 and 2000. Had com-
pensation cost been determined using the fair value method of accounting pre-
scribed by SFAS No. 123, our net income and earnings per share would have been
changed to the pro forma amounts detailed in Note 2 under Share-Based
Compensation.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

16. Dividend Distributions

We pay quarterly dividends to our shareholders. Qur annual dividend per share
for 2002, 2001 and 2000 was $1.60, $1.55 and $1.50, respectively. The annual
dividend per share is different from total distribution per share calculated for
tax purposes.

The following is a summary of the quarterly cash distributions paid per common
share for the years ended December 31, 2002, 2001 and 2000 (unaudited):

2002

share for the year ended December 31, 2001 include the first, second and third quar-
ter dividends for 2001. Dividends declared per share for the year ended December
31, 2000 include first, second, third and fourth quarter dividends for 2000.

On January 21, 2003, our Board of Trustees declared a cash dividend of $0.4065
per share for the fourth quarter ended December 31, 2002 to shareholders of record
as of February 10, 2003. The dividend was paid on February 20, 2003.

18. Quarterly Financial Information (Unaudited)

Total Taxable Summarized quarterly financial data for the years ended December 31, 2002 and
Record Payment Distribution Ordinary Return of 2001 is as follows (in thousands, except per share amounts):
Date Date Per Share Income Capital
Quarter Ended
11/08/02 11/19/02 $0.4020 $0.3073 $0.0947 i e
08/09/02 08/20/02 0.3980 0.3043 0.0937 March 31 June 30 September 30 December 31
05/10/02 05/21/02 0.3935 0.3008 0.0927 2002
02/11/02 02/20/02 0.3890 0.2974 0.0916  Revenue $32,306  $34,232  $36,357 $39,540
Income from continuing operations $10,807 $10,867 $10,686 1
Totals for 2002 $1.2098 $0.3727 Total discontinued operations $ 47 $ 47 $ 238 $ —
Net income $10,854 $10,914 $10,924 $11,137
2001 Basic earnings per share:
) ,_lﬁ.zm_. me‘mr_a Income from continuing operations $ 041 $ 0.40 $ 0.38 $ 040
Record Payment Distribution Ordinary Return of Net income $ 0.41 $ 0.40 $ 0.39 $ 0.40
Date Date Per Share Income Capital Diluted earnings per share:
11/09/01 11/20/01 $0.3880 $0.3208 $0.0672 Income from continuing operations $ 0.39 $ 0.38 $ 037 $ 039
08/10/01 08/21/01 0.3870 0.3199 0.0671 Net income $ 0.39 $ 0.39 $ 0.38 $ 039
05/10/01 05/18/01 0.3860 0.3191 0.0669 Weighted average number of
12/31/00 01/31/01 0.3850 0.3183 0.0667 shares—basic 26,547 27,393 27,917 28,015
- Weighted average number of
Totals for 2001 $1.2781 $0.2679 shares—diluted 27,834 28,559 28,956 28,990
2000 Total Taxabl 2001
ol axavie Revenue $27,848 $28,209 $30,131 $31,293
Record Payment Distribution Ordinary Return of i T ;
Date Date Per Share Income Capital Income from robn_.::_:m. operations
before extraordinary item $ 6,776 $ 7,099 $ 8,251 $ 9,636
11/10/00 11/21/00 $0.3775 $0.3690 $0.0085 Total discontinued operations $ 32 $ 30 $ 42 $ 37
08/10/00 08/18/00 0.3725 0.3641 0.0084 Income before extraordinary item $ 6,808 $ 7,129 $ 8,293 $ 9,673
05/10/00 05/18/00 0.3650 0.3568 0.0082 Extraordinary item—extinguishment
12/31/99 01/31/00* 0.3600 0.2102 0.0048 of debt $ — $ — $ 526 $ —
Totals for 2000 $1.3000 $0.0300 Zwﬁ._:oc.d.m $ 6,808 $ 7,129 $ 7,767 $ 9,673
Basic earnings per share:
T . . Income from continuing operations
*The fourth quarter 1999 distribution, payable on January 31, 2000, was $0.36 per share and included . & Op
a “spillover” distribution, with $0.145 per share taxable in 1999, $0.2102 per share taxable in 2000, before extraordinary ,_85 . $ 032 $ 033 $ 034 § 037
and $0.0048 per share a return of capital in 2000. Eno«dn before extraordinary item $ @ww $ 033 $ mv.wA $ @.wu
Net income $ 0.32 $ 0.33 $ 032 $ 037
. Diluted earnings per share:
17. Dividends Declared Per Share Income from continuing operations
Dividends are generally declared a quarter in arrears. However, prior to 2001, we before extraordinary item - $ 031 $ 0.32 $ 032 $ 035
declared our fourth quarter dividend during the same quarter in order to comply W_Mwﬂmowﬂwmoa extraordinary item w WWW % www w www M www
with REIT requirements during those respective years. Dividends declared per share Weighted average number of . ' ’ .
for the year ending December 31, 2002 include the first, second and third quarter shares—basic 21,485 21,658 24,308 26,218
dividends for 2002 and the fourth quarter dividend for 2001. Dividends declared per =~ Weighted average number of
shares—diluted 21,862 22,541 25,635 27,684
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REPORT OF INDEPENDENT AUDITORS

The Board of Trustees and Shareholders of Capital Automotive REIT

We have audited the accompanying consolidated balance sheets of Capital Automotive REIT and subsidiaries as of December 31, 2002 and 2001, and the related con-
solidated statements of operations, changes in shareholders’ equity and other comprehensive income, and cash flows for each of the three years in the period ended
December 31, 2002. These consolidated financial statements are the responsibility of the Company’s Em:mMoBm:H Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of Capital Automotive
REIT and subsidiaries at December 31, 2002 and 2001, and the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2002 in conformity with accounting principles generally accepted in the United States.

—————As-discussed-in-Note-5-of-the Notes-to-the-consolidated financial statements, in-2002-the Company-adopted-the-provisions-of Financial-Accounting-Standards-No—144,———
“Accounting for the Impairment or Disposal of Long-Lived Assets.” Also, as discussed in Note 9 of the Notes to the consolidated financial statements, in 2001 the
Company adopted Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities.”

McLean, Virgima
January 24, 2003
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CAPITAL AUTOMOTIVE REIT

8270 Greenshoro Drive, Suile 950, McLean, VA 22102
FAX: (703) 288-3375  TOLL FREE: (877) 4CAPAUTO

PHONE: (703) 288-3075
www.capitalautomotive.com




